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From the
Chairman’s Corner

Life insurance benefits paid to the
terminally ill may be taxable income.

By Stuart Kessler

A new life insurance product called life
insurance for the living, living needs
policies, or accelerated death benefits is
under review by the Internal Revenue
Service. In addition to paying beneficia
ries on the insured's death, life insurance
for the living provides predeath payment
to the terminally ill. It is believed that
the predeath benefits will be taxable
income to the terminally ill because the
accelerated death payment could repre
sent a cash value that will cause the
insurance policy to fail the cash value
accumulation test. Therefore, clients who
are considering purchasing this type
of insurance policy should be aware of
the tax implication. The Tax Adviser,
June 1992, p.380.

Stuart Kessler, CPA/APFS, is Chairman of
the PFP Executive Committee.

The asset allocation model (AAM) is
a powerful tool to construct an
optimized portfolio, but it has some
important limitations. The AAM can
be used to construct a diversified invest
ment portfolio that tends to optimize the
return for a given level of risk or mini
mize the risk for a given level of return. It
does have two limitations, though. First,
the optimum combination of investments
in a portfolio is derived from historical
returns that might differ from future
returns. Second, the AAM cannot take
into consideration variables such as legal
constraints, ideal timing for portfolio
changes, tax implications of portfolio
changes, and investors’ age, income
needs, risk tolerance and investment
preferences. Therefore, the AAM should
Continued on Page 2

The body of knowledge required by the
personal financial planner is continually
expanding. As a PFP practitioner, you are
striving constantly to keep up with the latest
developments in the technical and adminis
trative areas of your firm. You are always
on the alert for methods that can help
develop and expand your PFP practice and
at the same time improve the profitability of
your firm.
One of the best ways to strengthen your
PFP practice and to keep up with the latest
PFP developments is to continue your mem
bership in the American Institute of CPAs
PFP Division and to participate actively
in the Division’s programs.

Maintaining Your Competitive Edge
The Division helps you maintain your
competitive edge by disseminating the latest
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AICPA Makes Its Position Known
to Congress
At June 10 hearings held by the House
Subcommittee on Telecommunications and
Finance, Charles R. Kowal, Chairman of
the Personal Financial Planning Legislative
and Regulation Subcommittee, commented
on the Discussion Draft of the Investment
Adviser Regulatory Enhancement and Dis
closure Act of 1992. He said the American
Institute of CPAs supports modifications to
the Investment Advisers Act of 1940 that
would focus on the sources of consumer

AICPA PFP Division

fraud and abuse in investment advisory
services. Because some of the highest inci
dence of fraud occurs when individuals hold
client funds for investment purposes or
recommend and sell securities to the same
client, the AICPA believes that such
activities should be the focus of legislative
and regulatory action. It has proposed an
amendment to do just this.
Continued on Page 2
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TREND WATCH

AICPA Makes Its Position Known to Congress
Continuedfrom Page 1

Continuedfrom Page 1

be used in conjunction with other tools
and strategies. These include (1) reallo
cating over the business cycle; (2) using
dollar cost averaging; (3) adjusting
to varying investment needs; and (4)
avoiding an overly active investment strat
egy over the long run. Personal Financial
Planning, July/August 1992, pp.28-33.

Grandparents are investing in their
grandchildren’s future. With the sluggish
economy and escalating college costs,
one- and two-income families are finding
it harder to save for their children’s edu
cation. To ensure their grandchildren’s
education, many financially secure
grandparents are helping out. Besides
the personal gratification of helping
their grandchildren, grandparents can
benefit from the tax advantages derived
from purchasing investments such as
annuities. Instead of buying the tradi
tional investment vehicles, treasury bills,
certificates of deposits, zero-bonds and
Series EE bonds, grandparents are
buying tax-deferred annuities to finance
their grandchildren’s college education.
These annuities generally offer higher
returns over the traditional investment
vehicles except Series EE, the potential
for higher accumulations, tax-deferred
buildup of cash accumulations, and
flexible ownership and beneficiary
arrangements. Also, tax-deferred invest
ments do not count as assets in the
financial aid analysis which is significant
in selecting the owner and annuitant.
Thus, planning is needed to determine
the annuitant and the beneficiary and
special ownership arrangements, and
the planner needs to be familiar with
the intricacies of annuities. Best's Life/
Health Insurance, May 1992, pp.72-74

Does Not Address Fraud Problem
While he endorsed the retention of the
existing exclusion of CPAs and certain other
professionals from the registration require
ment of the Investment Advisers Act of
1940, Kowal commented that the discussion
draft still does not establish statutory
standards directed at controlling the fraud
inducing activities mentioned above. Instead,
the draft proposes to regulate by looking at
what advisers call themselves. Kowal stated
that as a general rule, CPAs do not engage in
those types of activities, whereas those who
do should be required to register.
Kowal emphasized that CPAs serve the
public’s financial planning needs and provide
objective financial advice because they
generally do not receive commissions, thus
avoiding conflict of interest; meet stringent
educational, ethical and testing requirements
to become CPAs; satisfy continuing profes
sional education requirements to maintain
their certification; and abide by AICPA and
state codes of professional conduct. All
CPAs, including those who provide PFP ser
vices, already are subject to a comprehensive
regulatory and self-regulatory framework
that governs their practice.
CPAs Not the Problem
Richard C. Breeden, Chairman of the U.S.
Securities and Exchange Commission, sup
ported the AICPA's position that CPAs were
not endangering the public. In his response to
a question from Subcommittee Chairman
Edward J. Markey (D-MA) about the number
of complaints brought against attorneys and
accountants, Chairman Breeden replied that
to his knowledge there were no complaints
and that the SEC only instituted actions on
the complaint of a wronged investor. Chair
man Markey then instructed Chairman
Breeden to have the SEC enforcement
personnel affirmatively seek cases of wrong

doing by CPAs or attorneys.
Concluding his testimony, Kowal made
it clear that there should be statutory stan
dards to guide the SEC in making rules
about the professional’s exclusion and that
whether a practitioner holds out as a finan
cial planner, financial consultant, financial
adviser or other similar term is not a valid
standard for this purpose.

Division Members’ Support
Reinforcing the AICPA’s efforts to amend
the legislation in Washington, AICPA PFP
Division members who live in the districts
of Subcommittee members were asked to
contact their congressmen and urge their
support of the AICPA's amendment. This
rallying of support appeared to have
worked. The proposed legislation passed
the subcommittee without the provision
that would have directed the SEC to define
an investment adviser. ♦

WE’RE MovinG!
Beginning August 10, the Personal Finan
cial Planning Division will have a new
home. We are relocating to Harborside
Financial Center, 201 Plaza III, Jersey
City, New Jersey 07311-3881. The staff
telephone numbers are as follows:

Phyllis Bernstein

201-938-3808

Elaine LiMandri

201-938-3897

Angie Nunez-Lankton 201-938-3195

Murray Schwartzberg

201-938-3194

Bernice Sobel

201-938-3193

PFP Promotions

201-938-3222

Toll-free number 1-800-TO-AICPA

PLANNER, August/September 1992, Volume 7, Number 3. Publication and editorial office: Haborside Financial Center, 201 Plaza III,
Jersey City, N. J. 07311-3881. Copyright © American Institute of Certified Public Accountants, Inc. Opinions of authors and the AICPA staff
are their own and do not necessarily reflect policies of the Institute or the Personal Financial Planning Division.
Bernice Sobel, CPA
Editor
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From the Chairman’s Corner
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PFP information through the Planner,
PFP Manual updates and statements on
responsibilities, and by sponsoring techni
cal conferences.
The Planner, issued bimonthly, includes
articles tailored to the needs of practitioners
like you. such as practice development,
retirement and investments. The PFP Prac
tice Subcommittee constantly updates the
PFP Manual and develops new practice
aids to give members the latest information
on technical and PFP practice issues. The
recently released modules “Income Tax
Planning’’ and “Risk Management and
Insurance" are just two examples of the sub
committee’s efforts.
The Division develops statements on
responsibilities in PFP practice which pro
vide guidance needed by CPAs who offer
PFP services. Statement on Responsibilities
in Personal Financial Planning Practice no. 1,
Basic Personal Financial Planning Engage
ment Functions and Responsibilities, was
just approved and will be mailed to
members soon. Statements covering working
with professionals and implementation are
being developed.
The Division’s technical conferences,
rated highly by participants, gives members
an opportunity to hear leading experts speak
on cutting-edge PFP issues and to network
with fellow PFP practitioners. Members can
attend at a reduced registration fee. Don’t
miss out on this year’s conference in San
Diego, January 11-13, 1993 (seepage 7).

Lobbying Against Regulations
Your membership in the PFP Division is
also invaluable for another reason. Your dues
support the Division’s efforts in Washington.
Congress and regulatory agencies, both
federal and state, are continually holding
hearings and proposing legislative bills
which, if promulgated, often would be
detrimental and costly to your practice. The
PFP Division, through the AICPA, not only
monitors proposed legislation but also writes
position papers and, in many cases, gives
testimony on behalf of the CPAs who pro
vide PFP services. See “AICPA Makes Its
Position Known to Congress” on page 1.

Public Relations Support
The Division’s extensive public relations
effort is designed to increase the visibility
of CPAs as personal financial planners.
Quotations by CPA financial planners seen
in newspapers and magazines increase the
professional and public recognition of the
preeminent role CPAs play in providing
PFP services in today’s highly competitive
financial planning field. The Division’s
public awareness campaign has succeeded
in placing our members before the public
in numerous television appearances and
radio interviews. This benefits all CPA
financial planners. Marketing brochures,
speeches and other communication mate
rials to enhance your own marketing
efforts are available through the AICPA.
You can obtain a catalog of promotional
materials by calling the PFP Division at
1-800-TO-AICPA.

Other Programs
The Division is involved in other programs
that affect the present and the future of PFP.
The Division encourages accounting and tax
educators to incorporate PFP in their courses,
thus preparing their students to be tomorrow’s
CPA financial planners. The Division also
encourages CPA financial planners to become
Accredited Financial Planning Specialists
(APFS) through promotional support. The
APFS designation helps differentiate you
from other financial planners.

Members’ Involvement
The Division needs your involvement
and support. The PFP Executive Committee
and its various subcommittees are com
posed of practitioners like you. As a CPA
financial planner, you understand the
planner’s needs and can help address those
needs by participating on committees and
writing articles for the Planner and the
Journal ofAccountancy. I assure you that
you will benefit by your involvement.
If you are interested in applying for PFP
committee appointment, write for an appli
cation to AICPA PFP Division, Harborside
Financial Center, 201 Plaza III, Jersey City,
New Jersey 07311-3881. If you wish to
share your thoughts on a particular need or
issue, write to me at the same address.

AICPA PFP Division

I have outlined above a few reasons why
you need the PFP Division and why the
Division needs you. Your continued mem
bership, support and involvement are
important to the growth and success of the
Division. Renew your membership today! ♦

APFS Exam Date Nears
The 1992 Accredited Personal Financial
Specialist (APFS) examination date
September 25, 1992, is rapidly approaching.
This year there will be thirty-three testing
sites (see sidebar for listing). If there are a
sufficient number of candidates, another
testing site may be arranged. Contact
Bernice Sobel at 201-938-3193 for addi
tional information.
There is still time to sign up for the
examination. The deadline for accepting
applications is August 30. You can call
1-800-TO-AICPA for an application and
an APFS Candidates Handbook or you can
find an application in the Personal Finan
cial Planning Manual.
If you miss the exam, you can sign up for
the next exam given on January 10, 1993, at
the Loews Coronado Resort in San Diego
before the PFP Technical Conference. ♦
1992 Exam SItes

Albuquerque, NM

Lutherville, MD

Atlanta, GA

Minneapolis, MN

Bellevue, WA

Montpelier, VT

Buffalo, NY

Nashville, TN

Charleston, NC

New York, NY

Chicago, IL

Philadelphia, PA

Dallas, TX

Phoenix, AZ

Dublin, OH

Pittsburgh, AZ

Englewood, CO

Providence, RI

Farmington Hills, MI Randolph, MA
Grand Forks, ND

Redwood City, CA

Honolulu, HI

Roseland, NJ

Houston, TX

Sioux Falls, SD

Kenner, LA

St. Louis, MO

Lincoln, NE

Topeka, KS

Los Angeles, CA

Washington, DC

West Columbia, SC
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Evaluating Long-Term Care Policies
By Deena B. Katz
Deena B. Katz, CFP, President of Evensky
& Brown, fee-only financial advisers, in
Coral Gables, FL, discusses how to evalu
ate long-term care policies for your clients.

As a CPA faced with evaluating a
long-term care (LTC) policy for your clients,
you might start by developing a massive
spreadsheet with a wealth of data. This strat
egy does not work. Until LTC policies are
standardized (Congress is currently address
ing this issue), you will be comparing
apples, oranges and gorillas. At best it will
entail a great deal of wasted effort,
and at worst, it will lead to ridiculous
conclusions. For example, in the June 1992
issue of Consumer Reports, “Gotcha, The
Traps in Long-Term Care Insurance,” the
top-rated policy was issued by Atlantic &
Pacific, a company already in receivership
two months before the article was published.
The spreadsheet approach assumes that all
policies are acceptable and that you can just
select the best one. But, in the real world of
LTC coverage, not all policies are acceptable.

“Katz Sieve” Method
Because it is a waste of time to evaluate
policies in depth, the “Katz Sieve,” an LTC
coverage selection method, can help you
establish a policy’s minimum criteria based
on your professional knowledge and your
client’s unique needs. Using the marketing
material and summaries provided by each
company you wish to consider, test each
policy against your minimum standards. As
soon as a policy fails to meet a standard, stop
testing and discard the policy. When you
have narrowed down your list to those that
seem minimally acceptable, verify your cri
teria, item by item against the actual policy.
Now list those policies in spreadsheet for
mat, including only those features beyond
the minimums which will enhance the
basic policy. You can now select the policy
that both meets your minimum standards
and provides the options most important to
your client.

oped of my minimum criteria, in order
of importance:
■ Company rating. LTC policies are rela
tively new and are purchased for use 15 to
30 years later, so be sure of the financial
strength of the company. Look for a com
pany that has an A+ by A.M. Best and a
AAA rating by one other service. (See
April/May 1992 issue of the Planner.)
■ Underwriting. Be sure the company
uses “front-end" underwriting as
opposed to “back-end” or “post-claims.”
A front-end underwriting company asks
extensive health status questions on the
application and may ask for or require an
APS (attending physician’s statement).

Selecting LTC Policies
Minimum
Criteria
Company rating
Underwriting

Front-end

Inflation protection

Yes

Admitted to any health
care facility

Yes

Covers Alzheimer’s
disease based on
physician’s diagnosis

Benefit triggers:
Activities of daily living
Cognitive impairment
Admitted to any
level care
“No prior” hospitalization
alternative
Guaranteed renewable
Home health care
Adult day care
Respite care
Pre-existing conditions
Waiver of premium
Coverage period
Elimination period

■

A+ or AAA

■
Yes

Yes
Yes

Yes
Yes
Yes
Yes
Yes
Yes
6 months
or less
90 days
3 years
90-100
days

Minimum Criteria
The following is a list that I have devel
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■
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■

A back-end company will ask very few
questions when issuing the policy. You
want to select a front-end company
because insuring healthy policyholders
means the insurer makes fewer pay
ments and can keep its premiums low.
Furthermore, front-end underwriting
prevents the rejection of the client’s
claims based on the client's application.
Any errors on the application will be
uncovered and addressed before the
claim is submitted.
Inflation protection. Automatic increases
are based on a predetermined inflation
rate. There are essentially three forms of
inflation protection currently being offered
among the better current policies:
(1) indexed; (2) simple percentage; and
(3) compounded percentage. Since statis
tics show these policies will be purchased
now and then used well into the future,
some form of inflation should be included
in the policy.
Admitted to any health care facility.
The policy should allow the policyholder
access to any health care facility. Persons
requiring only custodial care should be
able to receive that care in a custodial
facility. Many policies will provide custo
dial care, but that care must be given in a
skilled or intermediate nursing home.
Covers Alzheimer’s based on a
physician’s diagnosis. Older policies
had restrictive language regarding
Alzheimer’s disease, utilizing language
such as “provisions for demonstrable
organic based disease” which usually
means a brain biopsy or autopsy. Requir
ing only a physicians diagnosis, or better
yet, including the term, “cognitive impair
ment,” as an alternative benefit trigger
(see below for explanation) ensures a good
definition of coverage for Alzheimer’s.
Benefit triggers. The benefit trigger is
the event or condition that must occur
before a claim is payable. Earlier policies
were written with a "medical necessity”
trigger. Unfortunately, that term is vague
and much is left to the interpretation of
the company. Be sure the policy utilizes
“activities of daily living” (ADLs)
as a measure. The usual ADLs are
(1) bathing; (2) dressing; (3) eating;
(4) transferring; (5) continence; and

PLANNER

■

■

■

■

( 6) toileting. Good policies will require a
failure of 3 of 6 ADLs or 2 of 5 (omitting
bathing). Since it is possible to be able
to perform all the ADLs, but not
know when to perform them, the cogni
tive impairment measure is important.
Admitted to any level of care. There are
essentially three levels of long-term care:
(1) skilled; (2) intermediate; and (3) cus
todial. Many earlier policies were written
with gatekeepers requiring the insured to
utilize one service before getting another;
for example, requiring a skilled nursing
home stay before receiving custodial care
benefits. A good policy should allow
direct access to any level of care.
Prior hospitalization. Earlier policies
required prior hospitalization to ensure
that care was not just for family conve
nience. Statistics have shown that only
about 40% of those requiring long-term
care services were actually in a hospital
prior to needing the care. Note that most
states require issuers to offer a “no prior’’
hospitalization alternative.
Guaranteed renewable. With this policy
provision, the insurer cannot cancel the
contract for any reason other than failure
to pay the premiums. The insurer also
cannot arbitrarily increase your premium
regardless of any changes in the client’s
health or age.
Home health care. Home health care
provisions should be included with the
policy and should have the same benefit
triggers as the nursing home provisions,
using cognitive impairment and ADLs.

or denial of claims could occur because an
illness or injury had existed before the pol
icy’s effective date. Most policies have a
pre-existing conditions provision of six
months prior to the effective date.
■ Waiver of premium. Premiums are
waived during the period of time benefits
are payable. The usual standard is 90 days
so that premiums would be waived begin
ning the 91st day until benefits are no
longer payable for that period of care.

Structuring the Policy
Once you have selected a policy, there
are essentially three decisions to be made to
design the benefit structure within the
policy: the elimination period, the benefit
period and the daily benefit amount. Before
you can know what is appropriate here, find
out what the average costs of LTC (not just
nursing home care) are in your area. The
costs vary widely around the country, so do
not depend on industry averages. Most com
panies do not pay from the first day of
qualifying for benefits, but rather specify
a period of time before payments begin.
Generally this elimination period ranges
from 20 to 150 days. A few companies will
offer zero-day elimination periods, but these
policies are more costly. Good risk manage
ment insures the catastrophic, not the
nuisance costs, therefore it is advisable to
use a 90 or 100 day elimination period to
keep premiums lower.
Benefit periods available within policies

generally range from two to six years. Some
offer lifetime benefits. Statistics indicate that
the average stay in a nursing home is about
90 days; however, those who stay longer
than 90 days average 2⅟2 years. On that
basis, I recommend a three-year minimum.
The daily benefit amount is the maxi
mum daily amount a company will pay a
claimant. To decide on the amount of daily
benefits, again, use the average daily costs in
your area, not industry standards. The
national average cost of nursing home care
is about $35,000 a year. Miami is average;
New York, at nearly double that amount,
is not. Depending upon the inflation option
selected, it may be advisable to begin at
a higher daily amount than the area aver
age indicates.
In 1987, 75 companies offered LTC
insurance. By 1990, 134 companies were
offering LTC policies. According to the
market research of the Health Insurance
Association of America, in the last three
years, the number of policies sold has more
than doubled. Unfortunately, the lack of reg
ulatory consistency and absence of industry
standards makes it difficult to evaluate
LTC policies. Using this evaluation method,
however, will assist you in identifying
appropriate policies for your client’s benefit.
As a CPA financial planner, you owe it to
your clients to help them make informed,
intelligent decisions regarding their LTC
options. You can help them lower their costs
and protect their assets. ♦

Learning FRom Each Other

Optional Features
Some of the significant features I would
look for in otherwise minimally acceptable
policies are:
■ Adult day care. Better policies include
adult day care, triggered by ADLs, not
medical necessity.
■ Respite care. Policies are just beginning
coverage for respite care, which is a short,
in-patient stay at some local facility to
allow the families providing care-giving
at home a short rest (one to two weeks
annually). Providing temporary relief for
families may keep the insured out of the
nursing home longer. If this is included, it
is a good benefit.
■ Pre-existing conditions. Policy provisions

PFP Division Establishes Clearinghouse
YOU — our division members—are the
best source of new ideas, marketing tips,
checklists and practice aids. You are always
looking for ways to improve the efficiency
and profitability of your personal financial
planning practice. Members can learn from
other members by sharing their successes as
well as their failures.
The PFP Division is establishing a PFP
Clearinghouse to collect members’ best
marketing tips, checklists, questionnaires,
practice aids, PFP brochures and templates.
The Division also is interested in reading your

AICPA PFP Division

firm’s newsletters, especially those that pro
mote PFP services to their clients. If possible,
put the Division on your distribution list.
Selected contributions will appear with
the contributer’s name in future issues of
the Planner. Other contributions may be
selected to appear in the PFP Manual or
PFP Division's practice aids. Contributors
will receive credit as the author.
Send your contributions to the PFP Divi
sion Clearinghouse, AICPA, Harborside
Financial Center, 201 Plaza III, Jersey City,
New Jersey 07311-3881.
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Interest Rate Volatility and Its Effect on Fixed-Income Securities
By John M. Lafferty
John M. Lafferty, CPA, CFA, MBA, Vice
President and Treasurer at Market Street
Trust Company, Corning, New York, dis
cusses how interest rate volatility affects
fixed-income securities.

Investors have considered fixed-income
securities, namely bonds, the stable invest
ment in their overall investment portfolio.
As financial advisers, we have attempted to
help our clients identify fixed-income
investments by rated quality from a national
rating agency, by financial and industry
sector, and by maturity. Another area we
should address with our clients and their
fixed-income portfolio manager is the
volatility of fixed-income securities to
movements in interest rates. As investors
begin to fear the increasing stock market
retreat, they will most likely look toward
fixed-income securities as a safe haven.
Therefore, it is important to be mindful of
the fact that the bond market can also be
quite volatile. One need only look at the
Shearson Lehman Intermediate Term
Treasury Index for 1991; up 13.7%. In the
first quarter of 1992, the Federal Reserve
yields on long-term Treasury Securities are
up about .5%. The result has been a decrease
in principal value of approximately 1.1%.
When managing any portfolio, whether
stocks or bonds, the manager should assess
the effect of adding or deleting a particular
issue based upon the structure of the portfo
lio after the particular decision. Therefore, in
the case of bonds, one would not decide if
an 8% U.S. Treasury issue due July 15,
1997, is a good investment, but whether that
bond will help the current holdings achieve
favorable characteristics given the outlook
of interest rates. For this reason, I will
always refer to “the portfolio,” which could
be one bond or a collection of bonds.
Two approximations of measuring this
volatility are called duration and convexity.
Macauley Duration, named for Frederick
Macauley who formulated this approach
in 1938, is a weighted average term-tomaturity of the cash flows from the security.
These weights are the present value of each
cash flow as a percent of the security’s full
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price (coupon payments and maturity value
of the bond). Three precepts regarding dura
tion are as follows:
1. The bond’s duration is less than its
maturity.
2. The lower the coupon payment the
greater the duration.
3. The duration of a zero coupon secu
rity is equal to its maturity.
The use of the Macauley Duration will
allow one to approximate a percentage
change in the price of a bond given a change
in interest rates using the following formula:

Where:
Yield = Yield to maturity of the bond
K = Number of payments per year

Therefore, consider a bond with a 5%
coupon, 20 years to maturity, selling at
63.197 to yield 9.0%. The Macauley Dura
tion for this bond is 10.87 years. A change
in yield from 9.0% to 7.0%, which is a
yield change of-.02 results in an approxi
mate percentage change in price based on
duration of:

Table

P1=

New price using duration and
convexity estimates given a
change in yield from Y* to Y1

P1a

=

Price calculated by using
duration estimates alone

Pla
1a - P11

=

Overestimation of the
decrease in price given
the increase in yield from
Y* to Y1

Using the earlier example, given the con
vexity for this bond is 170.22, the percentage
change in price based on convexity would be:

Putting the results together would result
in an approximate change in price of:
Duration assumes a symmetric change in
price, but the relationship between price and
yield is actually convex. Therefore, for any
but very small yield changes, one will need
to use a second approximation called con
vexity. The differing results of the two
approximations are outlined by the follow
ing graph. (See table.)
Convexity is the second approximation
to the percentage change in price of a bond
given a change in yield. For the technical
readers, duration is the first derivative and
convexity is the second derivative. There
fore, the approximate change in price based
on convexity will use the following formula:

AICPA PFP Division

Due to duration
Due to convexity
Total =

+20.80%
+ 3.40%
+24.20%

If you would have only used duration
you would have underestimated the increase
in price for the 2% decrease in yield. If
the yield would have increased by 2%, the
change in price, because duration assumes
symmetry, would have been:

Due to duration
Due to convexity
Total =

- 20.80%
+ 3.40%
- 17.40%
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And if you had used duration only you
would have overestimated the decrease in
price due to the increase in yield.
If the portfolio includes bonds with
call options, be sure to know what the
“call-adjusted" or “effective" duration and
convexity of the portfolio is, since it will act
quite differently when interest rates
decrease, due to the exercise of the calls,
than when rates rise, due to the calls being
allowed to lapse.
In summary, you don't need to be a
mathematician to use the formulas since the
bond portfolio manager should be able to
supply you with the duration and convexity
figures for your use and the “call adjusted"
duration and convexity if applicable. If the
manager cannot supply these figures, con
sider changing to one who is knowledgeable

enough to supply them.
The results one obtains by using these
formulas are approximations. One of the
underlying assumptions is that the yield
curve shifts in a parallel fashion. If the yield
curve steepens or flattens, your approxima
tions will not be as accurate.
A final factor related to the shift in the
yield curve is the portfolio’s construction. A
portfolio of bonds can have tightly grouped
maturities, say 6 to 8 years. This type of
portfolio construction may have a duration
of 6/2 years and would cover a small section
of the yield curve. This would be termed a
bullet approach. Another portfolio may have
many bonds of very short-term maturities,
say 6 months to 1⅟2 years, and some bonds
with maturities of approximately 12 to 15
years, with the duration also 6/2 years. This

1993 PFP Conference Agenda Unveiled!
Wealth Creation and Preservation: Where to be in ’93
With today’s sluggish economic recovery,
your clients are concerned about accumulat
ing and preserving their wealth. They are
worried what the ’90s will hold for them and
their families. As their financial adviser, are
you prepared to assist them in achieving their
financial goals in these uncertain economic
times? Attending the 1993 Personal Finan
cial Planning Conference on January 11-13
at the Loews Coronado Resort in San Diego
can benefit both you and your clients.
This year's conference theme is “Wealth
Creation and Preservation: Where to be
in '93.” With forty-six general and concurrent
sessions constituting four tracks to choose
from, you can learn how to help your clients
accumulate and preserve their wealth. You
can also learn how to improve the profitabil
ity and management of your PFP practice
from the successes and failures of other prac
titioners, as well as earn twenty-one credits of
continuing professional education.

Keynote Speaker
The American Institute of CPAs PFP Divi
sion was again able to secure leading experts
in the field of personal financial planning.
Keynote speaker, Jonathan Pond of Financial
Planning Information, Watertown, MA, will
address the conference theme. He will

show you how to develop a consistent and
coherent approach to wealth creation,
management and preservation. After the ple
nary sessions, you can attend a breakout
session led by Pond. This will provide you
another opportunity to gain additional insight
into your role of helping your clients create
and preserve their wealth and will enable you
to exchange your thoughts with Pond and the
other participants.

Wealth Creation
There will be several speakers who
will discuss how different investment
vehicles and techniques can be used to
generate wealth. Mark Smith of M. J. Smith
& Associates Inc., Aurora, CO, will lead
a session on asset allocation and types
of money-management styles and their
importance in diversification. Jay Martin of
Sterling Investment Management, Atlanta,
will show you how to evaluate and analyze
mutual funds in one session and, in another,
how to manage your client’s money
manager. Tom Warschauer of San Diego
State University will explain some of the
complex aspects of fixed-income portfolio
management used to generate wealth. On the
second day of the conference, you can hear
all three speakers engage in a panel discus

AICPA PFP Division

is termed a barbell approach (named after
the dispersion of the bonds). This second
portfolio would react differently than the
first because its bonds are affected by differ
ent segments of the yield curve.
As long as you understand the limitations
of the use and results of these approxima
tions you can help your client gain insight as
to the possible outcomes of their fixedincome investments given changes in
interest rates. This tool, in conjunction with
knowing you client’s risk comfort level, will
enable the financial adviser to design or
change a portfolio to better meet the clients
objectives and produces little or no unex
pected surprises given a change in interest
rates. You will also be pleasantly surprised
at how close these approximations can be
most times. ♦

sion moderated by Pond called “Everything
You Ever Wanted to Know About Invest
ment Planning.”

Wealth Preservation
Besides learning how to help your clients
generate wealth, you can also learn how
to preserve it. Jeff West of the Cohen
Agency, Framingham, MA, will demonstrate
how to interpret life insurance policies, per
form due diligence and select the best policy
for your clients. Bernard Barrie of Benefit
Services, Inc., Owing Mills, MD, will
explain how to protect your client's assets
when planning for long-term care, while
Peter Strauss of Fink Weinberger, P.C., New
York City, will discuss planning for the spe
cial needs of aging, ill or incapacitated
clients. Jeffrey Radowich of Ober, Kaler,
Grimes & Shriver, Baltimore, will show you
how effective succession planning can help
your closely held business owner clients
preserve their wealth.

Practice Management
Additionally, there are several sessions
designed to help you improve the profitabil
ity and management of your practice.
Howard Safer of Kraft Bros., Esstman,
Patton & Harrel, Nashville, will share
the secrets of experienced practitioners who
have successfully developed or expanded
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their PFP practices. Participants also will be
encouraged to share their own success
stories. Meanwhile, Lyle Benson of Coyne
& McClean Chartered, Baltimore, will
demonstrate how you can boost your prof
itability by using proven management
strategies used by leading practitioners.

Roundtable Workshops
In addition to the plenary and concurrent
sessions, roundtable workshops on a variety
of topics are scheduled throughout the con
ference. These workshops are designed to
promote the exchange of ideas and thoughts
on technical, marketing and practice issues
between participants and the discussion
leaders. Several of these workshops will
be led by concurrent session speakers like
Barrie, Radowich and Warschauer, thus
affording you another opportunity to talk to
the experts in a small group setting.

Something for Everyone
A visit to San Diego is something you

surely want to share with your family or
friends. This beautiful sea coast city is
famous for its zoo, Sea World, harbors, Span
ish and Mexican architecture, and shops.
Two special guest tours will be offered.
The first is a behind-the-scenes look at
the San Diego Zoo and the second is a funfilled bus trip and shopping bonanza in
La Jolla. In addition, the annual golf tourna
ment, fun run/walk and reception will
be held giving you the opportunity to renew
or make new acquaintances.
This article merely highlights some of the
exciting CPE sessions and various social and
recreational activities being offered at this
conference. In the next two issues of the
Planner, you will read more about the other
sessions and their speakers. For more details,
be on the look-out for the conference
brochure being mailed in August. Also, you
still have until August 31 to take advantage
of the $ 100 early-bird discount off the regis
tration fee. Call 1-800-TO-AICPA if you
need another early-bird discount flyer. ♦

Time Is Running Out!

OnE Less Letter

APFS Name Change
In response to Accredited Personal
Financial Specialists’ (APFS) requests,
the American Institute of CPAs Special
ization Accreditation Board voted to
change the APFS name to Personal
Financial Specialist (PFS). The name
was changed for promotional reasons
and to make it easier to remember and to
say. To allow sufficient time for APFS
practitioners to order new stationery,
business cards and promotional materials,
and the AICPA to develop new promo
tional materials, the new name will
become effective after January 1, 1993.
In the meantime, the Public Rela
tions Department and the Personal
Financial Planning Division are develop
ing a campaign to launch the new name,
targeting the media and the public.

The competition for the 1992 award for excellence in

a published article ends November 30, 1992. Be sure to submit your articles before the deadline.

AICPA “The Measure of Excellence”
American Institute of Certified Public Accountants

Harborside Financial Center
201 Plaza III
Jersey City, N.J. 07311-3881

First Class Mail
US Postage
PAID
Englewood, NJ
Permit No. 91

